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WELLPOINT

HeaLTE NETWORKS®

David C. Colby 1 WellPolnt Way
Executive Vies Prasident Thousand Oaks, CA 813682
Chie! Financial Otticer Tel (805) 5576787

Fax (805) 557-B484
mareh 15, 2001

Corefirst, Inc.

/o Credit Suisse First Boston Corporation
Bleven Madison Avenue, 23 Foor

New York, New York 10010-3629

 Attention: Benjamin C. Adams, Director

Ladies and Gentiemen:

weliPoint Health Networks Inc. {"welPoint") Is pleased to respond {0 the issues raised by
Credit Suisse First Boston {“CSFB") with our March 2, 2001 propoesal {the “March 2 Proposal”)
regarding o petential fransaction with Carefirst, Inc. {"Carefirst"). In @ March 8. 2001
conference call. CSFB asked wellPoint to clanfy its position on the tollowing:

1. Tax-Bxempt Eniity indemnificaiion for any breach of g representation, wamranty or
covenani.

wellPoint is wiling fo eliminate all Tax-Exempt Eniity indemnification requirements cited
in Section é.16[ii) of Rider 39-A, other thon indemnification reloted to the Private Lefter

Ruling in Section 6.8.

Your draft Merger agreement confemplates that CareFirst wil obtain a Private Letter
Ruling from fhe Internal Revenue Service that its conversion (and that of its subsidiary
companies) quolifies as q tox-free transaction. As is customary in conversions of this
type and Cs wos obioined in WellPoint's May 1959¢ recapitolization; wellPoint would
expect that, as recipients of the merger consideration, the Tax-Exemnpt Enfifies would
indemnity WellPoint against any tax lobillties it the conversion fransaction were later
determined by the Intemal Revenue Sarvice jo be o taxable event, wellPoint is willing
to delete any other requirements that the Tax-Exempt Entities provide indemnification
to wellPoint.

2. Definifion ot “Average Purchaser Stock Price" includes a minimum of $80.00 per
wellPoint share. :

We understand the importance CareFirst ploces on certainty of consummation, end
share your desire to enter into o fransaction with the highest Tikellhood of closing.
Please note that this provision dogs not ollow welPoint to terminate the fransoction
should the overoge share price be below $80.00. Rather, it sets @ celling on the
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number of WellPoint shgres 1o be issued and therefore could reduce the vaiue of
consideration recsived by the Tax-Exempt Enﬂﬁes.

In any event, in response 1o the concems expressed by CSFB, WellPoint is willing to
maoke the following enhancements:

{iy Setthe minimum share price ot $75.00 insteod of the $80.00 clted in our Morch
2 Propasal. As areference point, the 12-month {arget price Wall Street analysts
currently place on WellPoint shares averages $125.00. with the top target
exceeding $150.00 per share.

(i) Provide only Carefirsi the. ight {pbut not the obligation) to terminate the
fransoction in the event wellPoini's overage stock price in the 20 days prior to
close falis below $75.00.

However, should the averoge price be below $75,00 and Carefirst invokes its
right to terminate in (i} above, wellPoint could choose to provide odditional
shores of WellPoint common stock or cash sufficient to restore the aggregate
value to the purchase price cited in #7 below |and thus close the transoction).
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Rider 42-A, Section 7.3{h) Minimum Trailing EBIT. and 7.3{l) Risk Based Capital.

wellPcint is willing 10 delete these provisions in order fo further strengthen our March 2
Proposal.

4. CareFirst and WellPoint Represeniations and Warranties.
CSFB expressed o desire to negofiate, at the appropriate fime, the representations ond
warraniies contained in our March 2 Proposal. With o spifit of undersionding and

fiexibility, WellPoint iooks forward to those negotiotions and does not perceive this issue
as on impediment to successtully executing a fransaction.

5. wellPoint Boord of Directars approval.

To clarify our March 2 Proposal. wellPoint Board approval wouid be sought and
received prior fo executing on ogreement. The closing would not be subject to
weliPoini Board approval.

6. Define indebiedness as i relates to WellPoint's proposed purchase price odjustment.
To simplfy and improve the March 2 Proposal, we would fike to eliminate the
odjustment fo purchase prce for indebtedness. instead. wellPoint will rely on @
Carefrst covenant confained in Section 6. 1{a)(il}(m) of Rider 31-A to address
indebiedness for borrowed money.

7. Value and mix of consideration.

we would like to make severdl observations relating io cerainty of value:
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. In discussions between Carefirst and wellPoint management, we agreed on
the importance of the combined company os o platform for internal growth
ond ocquisitions, as well as the benefits aceniing fo our employees and
stakeholders from such growth, Our March 2 Propesal, by uliiling wellPaint
stock as o component of consideratfion, was designed to provide the
combined company with the fiexibility 1o invest for growth.

. Neverheless, .we recognize the need for certainty of purchase price. In the
March 2 Proposal the exchange ratio tor the stock component automaiically
adijusts so that the oggregate value of the stock component does not change
under any clrcumstance In which the WeliPoint share price exceeds $80.00

{now revised down to $75.00),

. Regarding the cash portion of the merger consideradion, the March 2 Proposal
provided for a minimum of $400 million, with an opfion 1o increase the relative
amount of cash {up to 100%) at closing. such a declsion would depend on
condifions and WellPoint's alternative invesiment opportunities prevaling at the
fime of the close.

Further, we would like 1o make the following enhancements fo WellPoint's March 2
Proposal:

(i) Increase the minimum cash portion of the merger consideration to $450 million.

[} Increase the purchase price by $50 miilion from §$1.2 billion o 51.25 billion.

It is clear from our discussions with CSFB that CareFirst ploces relatively greater emphasis
and value upon the issues cddressed In this lefter than on the eam-out provision in
wellPoint's March 2 Proposal. Therefore, in consideration of the substantial improvements
to our March 2 Proposal contained within +his letter, we are hereby removing the eam-out
provision.

in summary, we have tried fo be responsive to Concems expressed by CSFB and belleve
this letter significanily enhances both the certainty of closing @ iransaction gnd the
‘certainiy of value to be paid ot the close.

We remain excited about this opportunity. If it would bs helpiul, at the right point In the
process Leonard Schaoeffer would be happy to address your Board regarding wellPoint
and this fronsoction.

Sincerely,

ch‘u\
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